
BEFORE THE 
 

PUBLIC SERVICE COMMISSION OF WISCONSIN 
 

              
 
Application of Wisconsin Power and Light 
Company for Authority to Adjust     Docket No. 6680-UR-117 
Electric and Natural Gas Rates 
              
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

ON BEHALF OF THE 
 

WISCONSIN INDUSTRIAL ENERGY GROUP, INC. 
 
 
 

J. KENNEDY AND ASSOCIATES, INC. 
ROSWELL, GEORGIA 

 
September 2009 

 
EXHIBIT 3.17 

 
OF 

 
STEPHEN J. BARON 

PSC REF#:120584
P
u
b
l
i
c
 
S
e
r
v
i
c
e
 
C
o
m
m
i
s
s
i
o
n
 
o
f
 
W
i
s
c
o
n
s
i
n

R
E
C
E
I
V
E
D
:
 
0
9
/
2
9
/
0
9
,
 
1
1
:
3
0
:
1
1
 
A
M

EXHIBIT 3.17
6680-UR-117
10/7/2009 (aff)



,.,

8.,



PREFACE

T his project was jointly assigned to the NARUC Staff Subcommittees on
Electricity and Economics in February, 1985. Jack Doran, at the California PUC had led
a task force in 1969 that wrote the original Cost Allocation Manual; the famous "Green
Book". I was asked to put together a task force to revise it and include a Marginal Cost
section.

I knew little about the subject and was not sure what I was getting into so I asked
Jack how he had gone about drafting the fIrst book. "Oh" he said, "There wasn't much to
it. We each wrote a chapter and then exchanged them and rewrote them." What Jack did
not tell me was that like most NARUC projects, the work was done after five 0' clock and
on weekends because the regular work always takes precedence. It is a good thing we
did not realize how big a task we were tackling or we might never have started.

There was great interest in the project so when I asked for volunteers, I got plenty.
We split into two working groups; embedded cost and marginal cost. Joe Jenkins from
the Florida PSC headed up the Embedded Cost Working Group and Sarah Voll from the
New Hampshire PUC took the Marginal Cost Working Group. We followed Jack's sug-
gestions but, right from the beginning, we realized that once the chapters were techni-
cally correct, we would need a single editor to cast them all "into one hand" as Joe
Jenkins put it. Steven Mintz from the Department of Energy volunteered for this task
and has devoted tremendous effort to polishing the book into the fmal product you hold
in your hands. Victoria Jow at the California PUC took Steven's fmal draft and desktop
published the entire document using Ventura Publisher.

We set the following objectives for the manual:

0 It should be simple enough to be used as a primer on the subject for new em-
ployees yet offer enough substance for experienced witnesses.

0 It must be comprehensive yet fit in one volume.

0 The writing style should be non-judgmental; not advocating anyone particular
method but trying to include all currently used methods with pros and-cons.
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From this breakdown it can be seen that each distribution account must be ana-
lyzed before it can be assigned to the appropriate functional category. Also, these ac-
counts must be classified as demand-related, customer-related, or both. Some utilities
assign distribution to customer-related expenses. Variations in the demands of various
customer groups are used to develop the weighting factors for allocating costs to the ap-

propriate group.

II. DEMAND AND CUSTOMER CLASSIF1CATIONS OF
DISTRmUTION PLANT ACCOUNTS

W hen the utility installs distribution plant to provide service to a customer and
to meet the individual customer's peak demand requirements, the utility must classify
distribution plant data separately into demand- and customer-related costs.

Classifying distribution plant as a demand cost assigns investment of that plant to
a customer or group of customers based upon its contribution to some total peak load.
The reason is that costs are incurred to serve area load, rather than a specific nwnber of
customers.

Distribution substations costs (which include Accounts 360 -Land and Land
Rights, 361 - Structures and Improvements, and 362 -Station Equipment), are normally
classified as demand-related. This classification is adopted because substations are nor-
mally built to serve a particular load and their size is not affected by the number of cus-
tomers to be served.

Distribution plant Accounts 364 through 370 involve demand and customer costs.
The customer component of distribution facilities is that portion of costs which varies
with the number of customers. Thus, the number of poles, conductors, transformers, serv-
ices, and meters are directly related to the number of customers on the utility's system.
As shown in Table 6-1, each primary plant account can be separately classified into a de-
mand and customer component. Two methods are used to determine the demand and cus-
tomer components of distribution facilities. They are, the minimum-size-of-facilities
method, and the minimum-intercept cost (zero-intercept or positive-intercept cost, as ap-
plicable) of facilities.

A. The Minimum-Size Method

Classifying distribution plant with the minimum-size method assumes that a
minimum size distribution system can be built to serve the minimum loading
requirements of the customer. The minimum-size method involves determining the
minimum size pole, conductor, cable, transformer, and service that is currently installed
by the utility. Nonnally, the average book cost for each piece of equipment determines
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0 Multiply average installed book cost of minimum size transfonner by
number of transfonners in plant account to detennine the customer
component.

5. Account 369 - Services

0 Detennine minimum size and average length of services currently be-
ing installed.

0 &timate cost of minimum size service and multiply by number of
services to get customer component.

0 If overhead and underground services are booked separately, they
should be handled separately. Most companies do not book service by
size. This requires an engineering estimate of the cost of the mini-
mum size, average length service. The resultant estimate is usually
higher than the average book cost. In addition, the estimate should be
adjusted for the average age of service, using a trend factor.

B. The Minimum-Intercel}t Method

T he minimum-intercept method seeks to identify that portion of plant related to
a hypothetical no-load or zero-intercept situation. This requires considerably more data
and calculation than the minimum-size method. In most instances, it is more accurate,
although the differences may be relatively small. The technique is to relate installed cost
to current carrying capacity or demand rating, create a curve for various sizes of the
equipment involved, using regression techniques, and extend the curve to a no-load
intercept. The cost related to the zero-intercept is the customer component. The
following describes the methodologies for detennining the minimum intercept for
distribution-plant Accounts 364, 365, 366, 367, and 368.

1. Account 364 - Poles, Towers, and Fixtures

0 Detennine the number, investment, and average installed book cost of
distribution poles by height and class of pole. (Exclude stubs for guy-
ing.)

0 Detennine minimum intercept of pole cost by creating a regression
equation, relating classes and heights of poles, and using the Class 7
cost intercept for each pole of equal height weighted by the number of
poles in each height category.

0 Multiply minimum intercept cost by total number of distribution poles
to get customer component.
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